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Dear Sir 

Report of the Auditor-General on the financial statements and other legal and regulatory 

requirements of IKheis Local Municipality for the year ended 30 June 2017 

1. The above-mentioned report of the Auditor-General is submitted herewith in terms of section 
21 (1) of the Public Audit Act of South Africa read in conjunction with section 188 of the 
Constitution of the Republic of South Africa section 121(3) of the Municipal Finance 
Management Act of South Africa (MFMA) 

2. We have not yet received the other information that will be included in the annual report with 
the audited financial statements and have thus not been able to establish whether there are 
any inconsistencies between this information and the audited financial statements and the 
reported performance against pre-determined objectives. You are requested to supply this 
information as soon as possible. Once this information is received it will be read and should 
any inconsistencies be identified these will be communicated to you and you will be 
requested to make the necessary corrections. Should the corrections not be made we will 
amend and reissue the audit report. 

3. In terms of section 121 (3) you are required to include the audit report in the Municipality’s 
annual report to be tabled. 

4. Until the annual report is tabled as required by section 127(2) of the MFMA (municipality and 
municipal entity the audit report is not a public document and should therefore be treated as 
confidential. 

5. Prior to printing or copying the annual report which will include the audit report you are 
required to do the following: 

• Submit the final printer’s proof of the annual report to the relevant senior manager of the 
Auditor-General of South Africa for verification of the audit-related references in the audit 
report and for confirmation that the financial statements and other information are those 
documents that have been read and audited. Special care should be taken with the page 
references in your report, since an incorrect reference could have audit implications. 
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• The signature Auditor-General in the handwriting of the auditor authorised to sign the 
audit report at the end of the hard copy of the audit report should be scanned in when 
preparing to print the report. This signature, as well as the place and date of signing and 
the Auditor-General of South Africa’s logo, should appear at the end of the report, as in 
the hard copy that is provided to you. The official logo will be made available to you in 
electronic format. 

6. Please notify the undersigned Senior Manager well in advance of the date on which the 
annual report containing this audit report will be tabled. 

7. Your cooperation to ensure that all these requirements are met would be much appreciated. 

Kindly acknowledge receipt of this letter. 

Yours sincerely 


Orlando Fredericks 



ienior Manager: Northern Cape Business Unit 


Enquiries: Ml Khaile 
Telephone: (053) 836 8800 

Fax: (053) 836 8897 
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Report of the auditor-general to the Northern Cape Provincial 
Legislature and the council on IKheis Local Municipality 


Report on the audit of the financial statements 


Qualified opinion 

1. I have audited the financial statements of the iKheis Local Municipality set out on pages 
X to X, which comprise the statement of financial position as at 30 June 2017, and the 
statement of financial performance, statement of changes in net assets, cash flow 
statement and statement of comparison of budget information with actual information for 
the year then ended, as well as the notes to the financial statements, including a 
summary of significant accounting policies. 

2. In my opinion, except for the possible effects of the matters described in the basis for 
qualified opinion section of my report, the financial statements present fairly, in all 
material respects, the financial position of the IKheis Local Municipality as at 

30 June 2017, and its financial performance and cash flows for the year then ended in 
accordance with Standards of Generally Recognised Accounting Practice (Standards of 
GRAP) and the requirements of the Municipal Finance Management Act of South Africa, 
2003 (Act No. 56 of 2003) (MFMA) and the Division of Revenue Act of South Africa, 
2016 (Act No. 3 of 2016) (DoRA). 

Basis for qualified opinion 

Property, plant and equipment 

3. The municipality did not disclose property, plant and equipment that was taking a 
significantly longer to complete than expected as well as where construction has been 
halted in accordance with GRAP 17, Property, plant and equipment. The disclosure was 
omitted from the financial statements as the municipality did not maintain adequate 
records of work in progress. I was unable to determine the full extent of the omitted 
disclosure as it was impracticable to do so. 

Trade and other receivables from exchange transactions 

4. I was unable to obtain sufficient appropriate audit evidence for the amounts disclosed as 
trade debtors as a result of, the provision of VAT on debtors and the difference between 
the underlying documents as well as the debtor’s age analysis for the current and prior 
year. I could not confirm trade debtors by alternative means. Furthermore, the basis for 
the calculation of the impairment was not in accordance with GRAP 104, Financial 
instruments. Consequently, I was unable to determine whether any adjustment relating 
to receivables from exchange transactions stated as RIO 173 595 (2016: R8 327 073) in 
note 9 to the financial statements and the VAT payable in note 8 stated at R3 176 273 
(2016: R2 760 177) was necessary. 

5. I was unable to obtain sufficient appropriate audit evidence for the figures disclosed in 
the categories per service segments and by customer classification for the current and 
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prior year. I was unable to confirm the disclosure by alternative means. Consequently, i 
was unable to determine whether any adjustment to the disclosure of receivables from 
exchange transactions in note 9 to the financial statements was necessary. 

6. The municipality did not recognise revenue and receivables in accordance with GRAP 9, 
Revenue from exchange transactions. The sale of stands was recognised where risk and 
rewards was not yet transferred to the buyer. Consequently receivables were overstated 
with R616 672, payables were understated with R143 999, profit on sale of assets was 
overstated with R684 624. Additionally, there is a consequential impact on the deficit for 
the period and on the accumulated surplus. 

Other receivables from non-exchange transactions 

7. The municipality did not recognise the provision for impairment loss in accordance with 
GRAP 104, Financial instruments as reliance could not be placed on assumptions used 
for the calculations. Consequently, the provision for impairment loss was misstated by an 
undetermined amount. In addition I was unable to obtain sufficient appropriate audit 
evidence for trade and other receivables calculations. Consequently, I was unable to 
determine whether any adjustment to trade and other receivables from non-exchange 
transactions stated as R5 153 039 (2016: R4 356 656) in note 7 to the financial 
statements was necessary. 

8. I was unable to obtain sufficient appropriate audit evidence for the property rates debt 
write-off as the evidence was not provided. In addition, the municipality did not apply this 
amendment retrospective as required by GRAP 3, Accounting policies, estimates and 
errors. Additionally, I was unable to obtain sufficient appropriate audit evidence for 
sundry debtors as the underlying records are not available to substantiate the balance. I 
was unable to confirm the receivables from non-exchange by alternative means. 
Consequently, I was unable to determine whether any adjustment was necessary to 
receivables from non-exchange transactions stated as R5 153 039 (2016: R4 356 656) in 
the financial statements. Consequently, I was unable to determine whether any 
adjustment to the debt impairment stated at R4 629 721 in note 26 and property rates of 
R4 998 000 (2016: R3 876 125) in note 19 to the financial statements was necessary. 

Revenue from exchange transactions 

9. The municipality did not recognise revenue in accordance with GRAP 9, Revenue from 
exchange transactions, as the sale of water was not charged in accordance to meter 
readings. Consequently, the revenue from exchange transactions was misstated by an 
undetermined amount. In addition, I was unable to obtain sufficient appropriate audit 
evidence for all water charges. I could not confirm the sale of water by alternative 
means. Consequently, I was unable to determine whether any further adjustments to the 
sale of water stated at R2 666 801 in note 20 to the financial statements were necessary. 

10. During 2016, the municipality did not recognise revenue in accordance with GRAP 9, 
Revenue from exchange transactions as revenue foregone was not recorded in terms of 
GRAP 9. Consequently government grants and subsidies was understated and service 
charges overstated by R2 644 350 respectively. My audit opinion on the financial 
statements for the period ended 30 June 2016 was modified accordingly. My opinion on 
the current period's financial statements is also modified because of the possible effect 
of this matter on the comparability of the current period's figures. 
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Revenue from non-exchange transactions 

11. The municipality did not recognise property rates in accordance with GRAP 23, Revenue 
from non-exchange transactions. Property rates were not levied according to the values 
on the valuation roll. Consequently, property rates and receivables from non-exchange 
transactions were understated by R577 360 (2016: R679 240). Additionally, there is a 
consequential impact on the deficit for the period and on the accumulated surplus. 

Expenditure 

12. The municipality did not recognise all expenditure, meeting the definition of expenses in 
accordance with GRAP 1, Presentation of financial statements. The auditors’ 
remuneration incurred was not recognised in the general expenditure and payables. 
Consequently, the general expenditure and payables was understated by R2 089 257 
(2016: R1 221 220). Additionally, there is a consequential impact on the deficit for the 
period and on the accumulated surplus. 

13. The municipality did not classify all items of expenditure in accordance with GRAP 1, 
Presentation of financial statements. General expenditure of R919 785 (2016: R1 555 
987) was not presented according to its nature in the notes to the financial statements 
and the presentation of expenditure according to its nature or function was not applied 
consistently. 

Provisions 

14. The municipality did not recognise provisions in accordance with GRAP 19, Provisions, 
contingent liabilities and contingent assets pertaining to the landfill site. Consequently, 
provisions and expenditure was understated by R1 525 173. Additionally, there is a 
consequential impact on the deficit for the period and on the accumulated surplus. 

Payables from exchange transactions 

15.1 was unable to obtain sufficient appropriate audit evidence for suspense accounts and 
debtors with credit balances, as underlying records were not provided to substantiate the 
balances. I was unable to confirm the balances by alternative means. Consequently, I 
was unable to determine whether any further adjustment relating to payables from 
exchange transaction stated at R18 993 162 (2016: R13 456 642) in note 15 to the 
financial statements was necessary. 

Employee benefits 

16. The municipality did not recognise employee benefits in accordance with GRAP 25, 
Employee benefits. The incorrect base oost was utilised in the calculation of the leave 
provision. Consequently, employee benefits and employee cost was overstated, by an 
undetermined amount .Additionally, there was a resultant impact on the surplus for the 
period. 
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Finance lease obligation 

17. During 2016,1 was unable to obtain sufficient appropriate audit evidence that the finance 
lease obligation for the current year had been properly accounted for, due to the 
underlying records not being available. I was unable to confirm the finance lease 
obligation by alternative means. Consequently, I was unable to determine whether any 
adjustment to the finance lease obligation and property, plant and equipment in note 11 
and note 4 respectively was necessary. My audit opinion on the financial statements for 
the period ended 30 June 2016 was modified accordingly. My opinion on the current 
period's financial statements is also modified because of the possible effect of this matter 
on the comparability of the current period's figures. 

Prior period errors 

18. The municipality did not disclose previous period errors in note 39 to the financial 
statements, as required by GRAP 3, Accounting policies, estimates and errors. The 
nature and the amount of the correction for each financial statement item affected, and 
the amount of the correction at the beginning of the earliest previous period were not 
disclosed in all instances. In addition, identified errors in the comparative figures was 
corrected in the current year figures and not corrected retrospectively. Consequently, I 
was unable to determine whether any adjustments were necessary to the prior period 
errors disclosed in note 39 to the financial statements. 

Cash flow statement 

19.1 was unable to obtain sufficient appropriate audit evidence regarding the cash flow 
statement for the current and prior periods due to the differences between my 
calculations and amounts disclosed in the cash flow statement. I was unable to confirm 
the cash flow statement by alternative means. Consequently, I was unable to determine 
whether any adjustments relating to the cash flow statement in the financial statements 
were necessary. 

Irregular expenditure 

20. The municipality is required by section 125(2)(d) of the MFMA to include particulars of 
irregular expenditure in the notes to the annual financial statements. The municipality 
incurred expenditure in contravention of the Supply Chain Management (SCM) 
requirements that were not included in irregular expenditure in the current and previous 
year. The municipality did not have adequate systems to maintain complete records of 
irregular expenditure. In addition, irregular expenditure, related to the prior year, 
identified as recoverable was not disclosed accordingly. Due to this lack of systems, I 
was not able to confirm the amount of irregular expenditure to be disclosed by alternative 
means. Consequently, I was unable to determine whether any further adjustment to 
irregular expenditure, R0 as disclosed in note 43 to the financial statements, was 
necessary. 
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Unauthorised expenditure 


21. The municipality is required by section 125(2)(d) of the MFMA to include particulars of 
unauthorised expenditure in the notes to the annual financial statements. The 
municipality incorrectly calculated the unauthorised expenditure. Consequently, 
unauthorised expenditure was understated with R1 977 616 in note 41 to the financial 
statements. 

Distribution losses 

22. The municipality did not disclose the required information on material losses in the notes 
to the financial statements, as required by section 125(2)(d)(i) of the MFMA. No 
distribution losses were disclosed in the notes to the financial statements for the current 
and prior years due to the municipality not implementing adequate control measures to 
reliably calculate these losses. In the absence of sufficient appropriate documents, I was 
unable to determine the total extent of the understatement in distribution losses not 
disclosed. 

Material uncertainty related to going concern 

23.1 draw attention to the matter below. My opinion is not modified in respect of this matter. 

24.1 draw attention to Note 46 in the financial statements, which indicates that the 
municipality incurred a net loss of R1 785 183 during the year ended 30 June 2017 and, 
as of that date the municipality's current liabilities exceeded its current assets by 

R12 492 793. As stated in Note 46, these events or conditions, along with other matters 
indicate that a material uncertainty exists that may cast significant doubt on the 
municipality’s ability to continue as a going concern. My opinion is not modified in 
respect of this matter. 

Context for the opinion 

25.1 conducted my audit in accordance with the International Standards on Auditing (ISAs). 
My responsibilities under those standards are further described in the auditor-general’s 
responsibilities for the audit of the financial statements section of my report. 

26.1 am independent of the municipality in accordance with the International Ethics 
Standards Board for Accountants’ Code of ethics for professional accountants (IESBA 
code) together with the ethical requirements that are relevant to my audit in South Africa. 
I have fulfilled my other ethical responsibilities in accordance with these requirements 
and the IESBA code. 

27.1 believe that the audit evidence I have obtained is sufficient and appropriate to provide a 
basis for my qualified opinion. 

Emphasis of matters 

28.1 draw attention to the matters below. My opinion is not modified in respect of these 
matters. 
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Restatement of corresponding figures 

29. As disclosed in note 39 to the financial statements, the corresponding figures for 30 June 
2016 have been restated as a result of an error in the financial statements of the 
municipality at, and for the year ended, 30 June 2017. 

Material impairments - trade debtors 

30. As disclosed in note 7 to the financial statements, a significant provision for the 
impairment of receivables from non-exchange transactions was provided which 
constitutes 55% (R6 293 631 / R11 446 670) of the total receivables from non-exchange 
transaction balances. 

31. As disclosed in note 9 to the financial statements, a significant provision for the 
impairment of receivables from exchange transactions was provided which constitutes 
69% (R22 143 008 / R32 316 603) of the total receivables from exchange transaction 
balances. 

Material underspending of the vote 

32. As disclosed in the appropriation statement, the municipality has materially underspent 
the budget on financial services to the amount of R6 032 016.81, waste management to 
the amount of R1 054 292, council to the amount of R5 292 184 and community services 
to the amount of R922 553. 

Other matters 

33.1 draw attention to the matters below. My opinion is not modified in respect of these 
matters. 

Unaudited disclosure notes 

34. In terms of section 125(2)(e) of the MFMA the municipality is required to disclose 
particulars of non-compliance with the MFMA in the financial statements. This disclosure 
requirement did not form part of the audit of the financial statements and accordingly! do 
not express an opinion thereon. 

Unaudited supplementary schedules 

35. The supplementary information set out on pages X to X does not form part of the 
financial statements and is presented as additional information. I have not audited these 
schedules and, accordingly, I do not express an opinion thereon. 

Responsibilities of the accounting officer for the financial statements 

36. The accounting officer is responsible for the preparation and fair presentation of the 
financial statements in accordance with Standards of GRAP and the requirements of the 
MFMA and DoRA and for such internal control as the accounting officer determines is 
necessary to enable the preparation of financial statements that are free from material 
misstatement, whether due to fraud or error. 

37. In preparing the financial statements, the accounting officer is responsible for assessing 
the IKheis Local Municipality’s ability to continue as a going concern, disclosing, as 



applicable, matters relating to going concern and using the going concern basis of 
accounting unless the accounting officer either intends to liquidate the municipality or to 
cease operations, or has no realistic alternative but to do so. 

Auditor-general’s responsibilities for the audit of the financial statements 

38. My objectives are to obtain reasonable assurance about whether the financial 
statements as a whole are free from material misstatement, whether due to fraud or 
error, and to issue an auditor’s report that includes my opinion. Reasonable assurance is 
a high level of assurance, but is not a guarantee that an audit conducted in accordance 
with ISAs will always detect a material misstatement when it exists. Misstatements can 
arise from fraud or error and are considered material if, individually or in the aggregate, 
they could reasonably be expected to influence the economic decisions of users taken 
on the basis of these financial statements. 

39. A further description of my responsibilities for the audit of the financial statements is 
included in the annexure to the auditor’s report. 


Report on the audit of the annual performance report 


Introduction and scope 

40. In accordance with the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) (PAA) 
and the general notice issued in terms thereof I have a responsibility to report material 
findings on the reported performance information against predetermined objectives for 
selected development priorities presented in the annual performance report. I performed 
procedures to identify findings but not to gather evidence to express assurance. 

41. My procedures address the reported performance information, which must be based on 
the approved performance planning documents of the municipality. I have not evaluated 
the completeness and appropriateness of the performance indicators included in the 
planning documents. My procedures also did not extend to any disclosures or assertions 
relating to planned performance strategies and information in respect of future periods 
that may be included as part of the reported performance information. Accordingly, my 
findings do not extend to these matters. 

42.1 evaluated the usefulness and reliability of the reported performance information in 
accordance with the criteria developed from the performance management and reporting 
framework, as defined in the general notice, for the following selected development 
priorities presented in the annual performance report of the municipality for the year 
ended 30 June 2017: 


Development priorities 

Pages in the annual 
performance report 

KPA 1 - Basic Service Delivery 

x-x 

KPA 3 - Local Economic Development 

x-x 

KPA 5 - Good Governance and Public Participation 

x-x 
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43.I performed procedures to determine whether the reported performance information was 
consistent with the approved performance planning documents. I performed further 
procedures to determine whether the indicators and related targets were measurable 
and relevant, and assessed the reliability of the reported performance information to 
determine whether it was valid, accurate and complete. 

44. The material findings in respect of the usefulness and reliability of the selected 
development priorities are as follows: 

KPA1 - Basic Service Delivery 

Indicator: Water losses - To reduce water losses and upgrading of bulk water 

45. The development objective was reported as water while the planned development 
objective was approved as water losses in the integrated development plan. This is not 
in line with the requirements section 41(c) of the Municipal Systems Act, 2000 (Act No. 

32 of 2000). 

Various indicators 

46. The targets for the indicators listed below were changed without obtaining the necessary 
approvals as required by section 41(c) of the Municipal Systems Act, 2000 (Act No. 32 of 
2000 ). 


Indicator description 

Initial target 

Revised 

target 

Electricity - To provide HH T s with basic electricity (ESKOM or solar) 

75% 

530 

Water - To provide HH's with a metered water connection 

75% 

324 

Sanitation - To provide HH's with basic sanitation 

90% 

100% 

Waste removal - To provide HH's with a solid waste removal service 

90% 

80% 

Internal streets - To ensure that internal streets and access roads 
are tarred/paved 

3km 

2km 

Water losses - To reduce water losses and upgrading of bulk water 

60% 

0% 


Various indicators 

47. The municipality did not have an adequate record keeping system to enable reliable 
reporting on achievement of the indicators listed below. Sufficient appropriate audit 
evidence could not be provided in some instances. In other cases, the evidence provided 
did not agree to the reported achievements, which resulted in misstatements of the 
reported achievements, as the evidence provided did not agree to the reported 
achievements. I was also unable to confirm the reported achievements by alternative 
means. Consequently, I was unable to determine whether any further adjustments were 
required to the reported achievements. 


Performance indicator 

Reported 

achievement 

Audited 

value 

Electricity - To provide HH's with basic electricity (ESKOM or solar) 

559 

- 

Water - To provide HH's with a metered water connection 

548 

- 

Sanitation - To provide HH's with basic sanitation 

75% 

- 

Internal streets - To ensure that internal streets and access roads are 
tarred/paved 

2 

1.4 

Water losses - To reduce water losses and upgrading of bulk water 

100% 

79% 
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KPA 3 - Local Economic Development 
Various objectives 

48. The development objectives listed below were changed without obtaining the necessary 
approvals as required by section 41(c) of the Municipal Systems Act, 2000 (Act No. 32 of 
2000 ). 


Planned objective 

Reported objective 

Development 

Local Economic Growth 

Economic development 

Procurement budget 

Poverty 

Poverty Eradication 


Various indicators 

49. The targets for the indicators listed below were changed without obtaining the necessary 
approvals as required by section 41(c) of the Municipal Systems Act, 2000 (Act No. 32 of 
2000 ). 


Indicator description 

Initial target 

Revised target 

Development - To ensure 
local economic growth 

To ensure local economic 
growth of 20% by 2017 

1. Contract with FET college for the 
training of unemployed youth and 
children in all towns in 

2. Contract for building and 
construction of DLTC & college 

3. Ensure job opportunities 

Unemployment - To reduce 
unemployment with 10% by 
June 2017 

To reduce the present 
rate of unemployment by 
2017 

1. Contract with FET college for the 
training of unemployed youth and 
children in all towns in 

2. Contract for building and 
construction of traffic college 

3. Placing of emerging Farmers 

Economic development - To 
ensure that the municipality 
procure 60% of its 
procurement budget to BEE 
and SMME enterprises by 
2018 

To ensure that the 
Municipality procure 60% 
of its procurement budget 
to BEE and SMME 
Enterprises by 2016 

1. Appointment of SCM Officer and 
creation of SCM unit 

2. Accurate filing of contracts are 
taking place 

3. Ail contracts and tenders 

are evaluated in accordance with the 
BBBEE scoring 

4. Database were created 

5. Information sessions conducted 

6. Assisting with applications 

Poverty - To reduce the 
number of HH's living in 
poverty 

To reduce the number of 
households living in 
poverty by 3% per annum 

CIDB had been contacted to present 
training to officials and service 
Providers. 

1. Opportunities with existing 
contractors 

2. Audit of skills 

3. Training programme | 


Various indicators 

50.1 was unable to obtain sufficient appropriate audit evidence for the reported achievement 
of the indicators listed below. This was due to limitations placed on the scope of my 
work. I was unable to confirm the reported achievement by alternative means. 
Consequently, I was unable to determine whether any adjustments were required to the 
reported achievements. 
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Performance indicator 

Reported achievement 

Audited 

value 

Development - To ensure 
local economic growth 

1. Contract with FET college for the training of 
unemployed youth and children in all towns in 

2. Contract for building and construction of DLTC & 
college 

3. Ensure job opportunities 


Unemployment - To reduce 
unemployment with 10% by 
June 2017 

1. Contract with FET college for the training of 
unemployed youth and 

children in all towns in 

2. Contract for building and construction of traffic 
college 

3. Placing of emerging Farmers 


Economic development - 
To ensure that the 
municipality procure 60% of 
its procurement budget to 
BEE and SMME 
enterprises by 2018 

1. Appointment of SCM Officer and creation of SCM 

unit 

2. Accurate filing of contracts are taking place 

3. All contracts and tenders 

are evaluated in accordance with the BBBEE scoring 

4. Database were created 

5. Information sessions conducted 

6. Assisting with applications 


Poverty - To reduce the 
number of HH's living in 
poverty 

CIDB had been contacted to present training to 
officials and service Providers. 

1. Opportunities with existing contractors 

2. Audit of skills 

3. Training programme 



KPA 5 - Good Governance and Public Participation 
Various objectives 

51. The development objectives listed below were changed without obtaining the necessary 
approvals as required by section 41(c) of the Municipal Systems Act, 2000 (Act No. 32 of 
2000 ). 


Planned objective 

Reported objective 

Audit 

Democratic and Accountable Governance 

Planning and development 

Public Participation 

Governance 

Ward Committees 

Communication 

Communication Systems 

Service delivery 

Satisfaction to Service Delivery 


Various indicators 

52. The targets for the indicators listed below were changed without obtaining the necessary 
approvals as required by section 41 (c) of the Municipal Systems Act, 2000 (Act No. 32 of 
2000 ). 


Indicator description 

Initial target 

Revised target 

Planning and development - To 
establish structured public 
participation processes for the 
different levels of planning and 
development processes of the 
municipality 

To establish structured public 
participation process for the 
different levels of planning and 
development processes of the 
Municipality. 

1. IDP Consultations 

2. Council meet the people 

3. Flier’s information 

4. Newsletter 

5. Load healing 

6. Led forum 

7. Information sessions 


10 























Governance - To ensure that all 
wards have formally elected and 
functional ward committees 

To ensure that all wards have 
formally elected and functional 
ward committees. Ward 

Committees are operational since 

2011. Empowerment is conducted 
continuously. 

Ward committees non-functionai. 

Sen/ice delivery - To improve 
the level of citizens' satisfaction 
rate with frontline, face-to-face, 
telephonic and over-the-counter 
service of the Municipality 

To ensure 90% satisfaction of 
residents and Councillors with 
frontline, face-to-face, telephonic 
and over-the-counter service of the 
Municipality during the 2016/2017 
financial year. 

1. Service delivery questionnaire 

2. Backlog info 

3.24 hour respond on complaints 

4. 80% satisfaction 


Various indicators 

53.1 was unable to obtain sufficient appropriate audit evidenoe for the reported achievement 
of the indicators listed below. This was due to limitations placed on the scope of my 
work. I was unable to confirm the reported achievement by alternative means. 
Consequently, I was unable to determine whether any adjustments were required to the 
reported achievements. 


Performance indicator 

Reported achievement 

Audited value 

Planning and development - To 
establish structured public 
participation processes for the 
different levels of planning and 
development processes of the 
municipality 

1. IDP Consultations 

2. Council meet the people 

3. Flier’s information 

4. Newsletter 

5. Load healing 

6. Led forum 

7. Information sessions 


Governance - To ensure that all 
wards have formally elected and 
functional ward committees 

Ward committees non-functional. 


Service delivery - To improve the 
level of citizens' satisfaction rate 
with frontline, face-to-face, 
telephonic and over-the-counter 
service of the Municipality 

1. Service delivery questionnaire 

2. Backlog info 

3. 24 hour respond on complaints 

4. 80% satisfaction 
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Indicator: Planning and development -To establish structured public participation 

processes for the different levels of planning and development processes of the 

municipality. 

54.1 was unable to obtain sufficient appropriate evidence that clearly defined the 
predetermined source information and evidence to be used when measuring the actual 
achievement for the indicators listed below, as required by the Framework for managing 
programme performance information (FMPPI). This was due to formal standard 
operating procedures. I was unable to test whether the indicator was well-defined by 
alternative means. 

Other matter 

55.1 draw attention to the matter below. 

Achievement of planned targets 

56. Refer to the annual performance report on pages x to x; x to x for information on the 
achievement of planned targets for the year. This information should be considered in 
the context of the material findings on the usefulness and reliability of the reported 
performance information in paragraphs x to x of this report. 


Report on audit of compliance with legislation 


Introduction and scope 

57. In accordance with the PAA and the general notice issued in terms thereof I have a 
responsibility to report material findings on the compliance of the municipality with 
specific matters in key legislation. I performed procedures to identify findings but not to 
gather evidence to express assurance. 

58. The material findings on compliance with specific matters in key legislations are as 
follows: 

Budget 

59. Reasonable steps were not taken to prevent unauthorised expenditure, as required by 
section 62(1 )(d) of the MFMA. The expenditure disclosed does not reflect the full extent 
of the unauthorised expenditure incurred as indicated in the basis for qualification 
paragraph. The majority of the disclosed unauthorised expenditure was caused by 
overspending on the Municipal Manager vote. 

60. Unforeseen and unavoidable expenditure incurred by the municipality was not approved 
by the mayor as required by section 29(1) of the MFMA. 

61. The total unforeseen and unavoidable expenditure incurred exceeded 5% of own 
revenue, in contravention of Municipal Budget and Reporting Regulation 72. 

Financial statements, performance and annual reports 

62. The financial statements submitted for auditing were not prepared in all material respects 
in accordance with the requirements of section 122 of the MFMA. Material 
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misstatements of non-current assets, r revenue, expenditure and disclosure items 
identified by the auditors in the submitted financial statements were subsequently 
corrected and the supporting records were provided subsequently, but the uncorrected 
material misstatements and supporting records that could not be provided resulted in the 
financial statements receiving a qualified audit opinion. 

63. The annual performance report for the year under review did not include a comparison of 
the performance with set targets, comparison with the previous financial year and 
measures taken to improve performance, as required by section 46 (1 )(b) and (c) of the 
Municipal Systems Act. 

Expenditure management 

64. Money owed by the municipality was not always paid within 30 days, as required by 
section 65(2)(e) of the MFMA. 

65.1 could not obtain sufficient appropriate audit evidence that payments from the 
municipality's bank account were approved by the accounting officer and the chief 
financial officer, as required by section 11(1) of the MFMA. 

66. Effective steps were not taken to prevent irregular expenditure, as required by section 
62(1 )(d) of the MFMA. The full extent of the irregular expenditure could not be quantified 
as indicated in the basis for qualification paragraph. The majority of the disclosed 
irregular expenditure was caused by non-adherence of the bidding process and not 
spending conditional grants according to its intended purpose. 

67. Effective steps were not taken to prevent fruitless and wasteful expenditure amounting to 
R3 917 595, as disclosed in note 42 to the annual financial statements, in contravention 
of section 62(1 )(d) of the MFMA. The majority of the disclosed fruitless and wasteful 
expenditure was caused by interest and penalties due to late payments on overdue 
accounts and non-adherence of laws and regulations with termination of employees. 

Revenue management 

68. An effective system of internal control for debtors and revenue was not in place, as 
required by section 64(2)(f) of the MFMA. 

69. Interest was not charged on all accounts in arrears, as required by section 64(2)(g) of the 
MFMA. 

Procurement and contract management 

70. Some of the goods and services of a transaction value above R200 000 were procured 
without inviting competitive bids, as required by SCM regulation 19(a). 

71. The performance of some of the contractors or providers was not monitored on a 
monthly basis, as required by section 116(2)(b) of the MFMA. (ISS.77) 

72. The contract performance and monitoring measures and methods were insufficient to 
ensure effective contract management, in contravention of section 116(2)(c) of the 
MFMA. 
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Asset management 

73. An effective system of internal control for assets (including an asset register) was not in 
place, as required by section 63(2)(c) of the MFMA. 

Consequence management 

74. Unauthorised expenditure incurred by the municipality was not investigated to determine 
if any person is liable for the expenditure, as required by section 32(2)(a) of the MFMA. 

75. Irregular expenditure and fruitless and wasteful expenditure incurred by the municipality 
were not investigated to determine if any person is liable for the expenditure, as required 
by section 32(2)(b) of the MFMA and Municipal Budget and Reporting Regulations 75(1). 


Other information 


76. The accounting officer is responsible for the other information. The other information 
comprises the information included in the annual report. The other information does not 
include the financial statements, the auditor's report thereon and those selected 
development priorities presented in the annual performance report that have been 
specifically reported on in the auditor’s report. 

77. My opinion on the financial statements and findings on the reported performance 
information and compliance with legislation do not cover the other information and I do 
not express an audit opinion or any form of assurance conclusion thereon. 

78. In connection with my audit, my responsibility is to read the other information and, in 
doing so, consider whether the other information is materially inconsistent with the 
financial statements and the selected development priorities presented in the annual 
performance report, or my knowledge obtained in the audit, or otherwise appears to be 
materially misstated 

79.1 did not receive the other information prior to the date of this auditor’s report. When I do 
receive and read this information, if I conclude that there is a material misstatement 
therein, I am required to communicate the matter to those charged with governance and 
request that the other information be corrected. If the other information is not corrected, I 
may have to retract this auditor’s report and re-issue an amended report as appropriate, 
however, if it is corrected this will not be necessary 


Internal control deficiencies 


80.1 considered internal control relevant to my audit of the financial statements, reported 
performance information and compliance with applicable legislation; however, my 
objective was not to express any form of assurance thereon. The matters reported below 
are limited to the significant internal control deficiencies that resulted in the basis for 
qualified opinion, the findings on the performance report and the findings on compliance 
with legislation included in this report. 

81. The leadership did not oversee the financial and performance reporting, compliance and 
related internal controls. The leadership did not ensure that there were processes to 
review information before its submission. Material errors were detected in the financial 
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statements, and non-compliance with legislation and internal control deficiencies were 
noted throughout the audit process. 

82. The leadership did not ensure that the municipality complied with applicable legislation. 
Material findings on compliance with legislation were raised in the year under review. 

The municipality’s internal processes and systems did not prevent material non- 
compliance or irregular, unauthorised, fruitless and wasteful expenditure. 

83. The leadership compiled an action plan based on audit report findings; however, it did 
not adequately monitor the existing action plan to ensure that corrective action was taken 
when required and within the required time frames. This resulted in material findings 
similar to the previous year’s reoccurring in the current financial year. 

84. Weekly and monthly reconciliations were not always adequately prepared for financial 
items during the year including creditors, debtors and fixed assets. This has resulted in 
the municipality being required to rely on manual reconciliation at year end. Due to the 
significant increase in volume of manual reconciliation required, assurance processes 
were not implemented timely to ensure information is accurate and complete. As a result, 
a number of errors in the reconciliations were identified by the external auditors. 

85. The annual performance report contained numerous items that could not be traced to 
supporting listings and documentation. This was due to staff members within the 
reporting units not fully understanding the performance information requirements for 
audit purposes. 

86. Management failed to monitor and review the financial statements and performance 
information to ensure the achievement of the fair presentation and this resulted in 
material misstatement on the annual financial statements. 

87 The internal audit unit was not functioning effectively. 



30 November 2017 



AUDITOR-GENERAL 
SOUTH AFRICA 


Auditing to bu//d publ/c confidence 
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Annexure - Auditor-general’s responsibility for the audit 


1. As part of an audit in accordance with the ISAs, I exercise professional judgement and 
maintain professional scepticism throughout my audit of the financial statements, and the 
procedures performed on reported performance information for selected development 
priorities and on the municipality’s compliance with respect to the selected subject 
matters. 

Financial statements 

2. In addition to my responsibility for the audit of the financial statements as described in 
the auditor’s report, I also: 

• identify and assess the risks of material misstatement of the financial statements 
whether due to fraud or error, design and perform audit procedures responsive to 
those risks, and obtain audit evidence that is sufficient and appropriate to provide a 
basis for my opinion. The risk of not detecting a material misstatement resulting from 
fraud is higher than for one resulting from error, as fraud may involve collusion, 
forgery, intentional omissions, misrepresentations, or the override of internal control. 

• obtain an understanding of internal control relevant to the audit in order to design 
audit procedures that are appropriate in the circumstances, but not for the purpose of 
expressing an opinion on the effectiveness of the municipality’s internal control. 

• evaluate the appropriateness of accounting policies used and the reasonableness of 
accounting estimates and related disclosures made by the accounting officer. 

• conclude on the appropriateness of the accounting officer’s use of the going concern 
basis of accounting in the preparation of the financial statements. I also conclude, 
based on the audit evidence obtained, whether a material uncertainty exists related 
to events or conditions that may cast significant doubt on the IKheis Local 
Municipality’s ability to continue as a going concern. If I conclude that a material 
uncertainty exists, I am required to draw attention in my auditor’s report to the related 
disclosures in the financial statements about the material uncertainty or, if such 
disclosures are inadequate, to modify the opinion on the financial statements. My 
conclusions are based on the information available to me at the date of the auditor’s 
report. However, future events or conditions may cause a municipality to cease to 
continue as a going concern. 

• evaluate the overall presentation, structure and content of the financial statements, 
including the disclosures, and whether the financial statements represent the 
underlying transactions and events in a manner that achieves fair presentation. 

Communication with those charged with governance 

3. I communicate with the accounting officer regarding, among other matters, the planned 
scope and timing of the audit and significant audit findings, including any significant 
deficiencies in internal control that I identify during my audit. 

4. I also confirm to the accounting officer that I have complied with relevant ethical 
requirements regarding independence, and communicate all relationships and other 
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matters that may reasonably be thought to have a bearing on my independence and 
here applicable, related safeguards. 
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